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First of all, I want to thank the Port for inviting me here today.  It is an honor to speak to you.  As I told Ricardo when he invited me many months ago, however, all those steel industry folks in the room know far more than I about the steel market, pricing and order books.  They are buying and selling daily.  They know the market inside and out.  

What Ricardo asked me to talk about is more general therefore.  The economic condition of the US, what do we think will happen during the rest of the year and how will it affect the steel business – and therefore of course, the fortunes of the port?  

Before I begin though, I would like to introduce AIIS, in case there is someone in the room who doesn’t know who we are.  AIIS is the trade association that represents importers and exporters of steel, some steel mills, stevedores, port authorities, like POHA, customs brokers, ocean carriers, rail, barge and truck transportation companies, freight forwarders, warehousing and steel distributing companies.  Our trading company members represent a major portion of the imported steel that arrives in the US year after year.  AIIS’s purpose is to promote open markets and free trade.  

Steel imports are critical to the US steel market since US producers do not produce enough steel in a normal year to satisfy demand.  Our domestic steel industry competitors on the import side of things in recent years are increasingly our partners in exporting as they have increased their commitment to the export market, to the benefit of the trading companies, domestic mills themselves and of course, port authorities and everyone in the logistics chain.  The export business is of growing importance to our AIIS members and we are pleased to be working cooperatively with domestic mills, selling their steel around the world.  

In the US market, our customer base and the domestic industry’s customer base is the same and so we live and die by the ability of American manufacturing to succeed in the US and international markets.  As a result, AIIS in recent years has expanded its agenda to include non-trade related pro-manufacturing issues such as taxes, regulatory issues, cap and trade and other issues affecting the competitiveness of our US manufacturing base.  

As has been typical for 2011, there is good news and bad news.  As I am writing this, the Congress has finally agreed on a deal to increase the government’s debt ceiling.   As in all things Washington, where you stand on an issue depends on where you sit.  The last time the debt ceiling was increased during the Bush Administration, virtually all the Democrat Party leadership in Congress voted against it, including our current president.   

Well, regardless of where you, the port, or your company stands on the divisive issue, one thing is certain.  The week before the deadline of August 2, the stock market took a big hit, with virtually all pundits saying it was due to fear of default from inaction by Congress.  Now that the debt ceiling has been increased, the stock market has dropped and hard and appears to be reacting to weaker economic news.  We are back to what had become normal for 2011, slip sliding away, as the old song goes.  Up on Friday, after bad days.  Whether we are in a new bear market remains to be seen.  

Economists like to look at the stock market as the best leading indicator, predicting with virtual certainty the direction of the economy.  That clearly is bad news based on the last two weeks.  Lets have a look at some of the data, beginning with the bad news first, unfortunately, easy to find.  

Starting with GDP, the government announced that in the second quarter, GDP increased by 1.3 percent, less than the pundits expected -- 1.8.  To depress further, the government revised the first quarter data to 0.4% growth, from 1.9%.  This is particularly bad news, since there was a general view that the economy strengthened in the first quarter of the year and was setting the stage for more robust growth later.  Not so, it appears.  

Of course, we all know the unemployment rate, 9.1 percent in July, with very weak job creation rates.   For Texas, the news is only slightly better, 8.2 percent (June). Some believe that when one adds disaffected workers who are out of the job market with those who are underemployed due to economic conditions, the unemployment/underemployment rate jumps to 15-17 or more percent.  Clearly, with this level of unemployment, the economy is not going to show much strength.  Economists believe that it will take consistent GDP growth of around 3 percent to reduce unemployment in a significant way. 

Construction.  This is where the economic conditions of the economy as a whole and the steel industry’s interests coincide.  Construction is in the tank.  While construction as a whole improved in June, it did so from very depressed levels.  Building permits and housing starts improved in June over May by 6.7% and 14.6% respectively.  Apartment construction also increased in June.  However, housing experts point out that sales of houses dropped again in June.  Increased supply and weakening demand.  Not a good combination.  

For those who sell steel, it is the non-residential construction market that matters most and that market remains at weak levels – down more than one third compared to peak levels in 2007-8.  While non-residential construction has shown some improvement in 2011 – up 5 percent – it is still down in June from the same time last year by just over one percent.  With expectations that it will not be until 2013 that non-residential construction is healthy, this market remains the thorn in the side of both the economy and the steel market.  

To sum things up so far, I believe that the unemployment and construction markets are tied together.  The construction industry is an important employer and as long as that market remains weak, it will be all the more difficult to reduce unemployment in any significant way.   

Ready for some good news?  Manufacturing is alive and well in the US and is leading the still weakened economy out of the recession (?) – albeit slowly for the depressing reasons already discussed.   Most people unfortunately believe the often-stated rubric that America does not make anything anymore.  That is factually not true.  While manufacturing has declined to around 10 percent of GDP and there are millions fewer jobs in the manufacturing sector, the record year for US manufacturing output was 2007 and that was also the record year for US manufacturing profits as well.  American manufacturing is always changing and evolving and certainly those companies who consume steel have not avoided the pitfalls of offshoring or other problems, bankruptcy, etc.  

A recent article by the Christian Science Monitory points out that American manufacturing is responsible for 15 percent of the new jobs created since December 2009 and American manufacturing’s new problems is a lack of skilled workers!  These new jobs in manufacturing are often not the old production line jobs, they require far higher levels of skills and these people are getting tougher to find.  

Other goods news for manufacturing generically is that the Institute for Supply Management’s index has remained above 50 for 26 consecutive months.  [An index over 50 signals an expanding manufacturing sector.]  In July, the index came in at 50.9 percent, down from 55.3 percent in June, but still positive.  The still positive but weaker number reflects what we are seeing in the manufacturing sector, as durable goods shipments increased in June by 0.5 percent for the sixth gain in 7 months, but new orders fell by 2.1 percent.  These clearly are some of the data that have given the stock market the heebie-jeebies last week.  

For other important steel sector indicators such as autos, there is also good news.   The auto industry is hiring again.  VW, Nissan and GM are expanding and hiring in Tennessee.  Toyota is expanding in Mississippi and Alabama.  Honda in Indiana and GM is actually adding workers in Detroit!  Nationally, auto industry employment is up 12 percent over December 2009, with obviously more to come.  Auto employment is growing faster than the aerospace sector—which is also a strong sector!  Obviously, good news for steel.  

In the oil and gas sector, the drill rig count is over 1,900.  I don’t need to inform anyone in this room what that means for steel, even if a lot of the drilling is in places that we would not have foreseen even five years ago.  Pipelines, related work and steel demand are looking strong as well.  While press reports of OCTG prices show yo-yo like consistency, the news overall is positive.   

Other good news comes from the heavy equipment and machinery manufacturers, who have been enjoying banner years for some time.  With strong growth in many developing countries, companies like Caterpillar are busy and times are good.  These companies are part of the reason that manufacturing has been strong and exports a positive for the economy.  In fact, this past week Caterpillar announced that it was expanding capacity in both the US and in China.  

On balance, it looks now in early August like the US economy is in the summer doldrums – at least we can hope that is all that it is.  The general tone of the steel industry chieftains however is positive for the Fall, but many economists are talking more openly about a double dip recession now.  While that is troubling, remember that that is exactly where we were this time last year.  

Crystal-balling the economy is always a dangerous road to go down, but there are significant items that are important to consider in the context of where we are going.  It has been often reported that corporate America is awash in cash, more than $2 trillion in fact.  Now, keeping that much cash on the books when interest rates are close to nil makes little sense in normal times.  Cash is supposed to generate profits and that is only done with investments in new capacity, upgrading capacity, etc., which of course means more jobs.  [While some companies are reported to be buying back stock, that is not a major factor.]  Clearly, that much cash could equate to a lot of investment in plant and equipment and in turn, employ a lot of construction and other workers.  Why is it not being used?  The answer most given is uncertainty.  Uncertainty about federal regulations, health care costs, taxes and other unknowns that keep the money in the till, unused.  Whether it is the decision of the NLRB to go after Boeing for opening a $1 billion plant in SC and not in Washington State, or fear that the cost of employee health care will preclude hiring more workers, companies hate uncertainty.  

One economist pointed out that this action against Boeing by the NLRB is not only a threat to South Carolina; it is also a threat to Washington State.  Imagine if your company was considering opening a facility in Washington State.  Would you do so if you believed there was a chance that in some years the NLRB could force you to invest only there?  Other union issues remain, while the so-called card check is dead due to the Republican takeover of the House, the NLRB is re-writing regulations that many believe will accomplish the same end.  The National Association of Manufacturers, of which AIIS is a member, is hitting these issues hard in DC.  

Bottom line, the litany of new and threatened regulations has put a damper on job creation and investment in the US.  

On the good news side from the federal city is that the Congress, now that the debt issue is taken care of, is moving to address, finally, the long-stalled free trade agreements.  Are these agreements important?  Well, to this crowd, FTAs would be an easy sell, but there are those in the Washington DC world who oppose them all.  

Here is a fun FTA fact.  In the seven years since the FTA with Chile took effect, US exports increased by more than 300 percent while imports from Chile increased by 90 percent.  Now, with agreements with Korea, Panama and Colombia -- originally negotiated by the Bush Administration -- languishing for all these years, it looks like President Obama has the political support to pass them.  Note that that became possible only with the election of the Republican House, since the Democrat leader of the Subcommittee on Trade from 2007-2011 was a member of the Steel Caucus and an ardent AFL-CIO supporter who blocked any consideration of the agreements.  The Senate, whether controlled by the Republicans or Democrats, has a positive history of supporting trade agreements.  The lynch pin has always been the House.  

Free trade agreements with these three fast growing economies will clearly have a positive impact on our economy.  President Obama is urged the Congress to take action on them agreements before the August recess, but that deadline has been missed.  With the EU and other trading blocks negotiating free trade agreements at a frenzied pace, our manufacturers are being put at a competitive disadvantage and these agreements will restore, at a minimum, the competitive equilibrium.  

Steel mill product exports are also a growing part of the landscape for the international trading community.  In 2008, with robust demand around the world and higher prices in many countries than the US, steel exports hit a record, 13.5 million tons.  In 2009, they dropped to 9.3 million tons and in 2010, rebounded to 12.  In 2011 after 5 months, we are on track to reach 12.7 million tons.  While the bulk of the exports go to Canada and Mexico, we see growing strength in the offshore trade to fast developing countries, including our friends in Latin America.  We are encouraged by the strong commitment that the domestic steel industry has made to the export trade.  High quality American made steel is well received around the world.  

While you have the real experts on the steel market in the audience, these data, coupled with the AIIS monthly importers’ survey, all seem to suggest that the steel market will stay at this level generally until the non-residential construction market returns to health.  These days, the combination of autos, oil and gas along with exports related to heavy equipment are holding the steel industry above the real lows of the recession.  

Naturally, we will continue to see inventory driven surges and falls in demand as consumers line up quickly to buy when the perception is that the market is strengthening.  And when the perception changes to a down-market, buyers will sit on their hands and wait for the prices to fall.  With many steel consumers and distributors trying to hold less and less inventory, the boom and bust buy cycle has accelerated, making the cycles in the always-cyclical steel industry shorter and shorter and, it seems, the pricing swings more wild too.  Until the market sets itself on a solid positive path that allows consumers to have what at least one steel man recently called normal inventory levels, we will probably have to live in this environment for a while. 

The data I have on the port is tied to the government’s statistics and so includes the entire Houston Customs District.  Government data show that through the first 5 months of 2011, the Houston district is on pace to import 5.7 million tons for the year, another improvement from 4.2 in 2010 and 3.2 in 2009.  The steady improvement in arrivals still pales to the 8.4 million tons in 2008 or 6.7 in 2007, but is on the right path.  

Finally, I have a question for the assembled group.  A Corpus Christi Congressman, Blake Farehthold, has offered a bill that would allow foreign flag vessels to engage in coastwise trade – in effect, repeal at least part of the Jones Act.  A co-sponsor of the bill is Representative Ron Paul.  Would such a change in the law be beneficial in the opinion of the Port of Houston Authority and those who use the port?  The Jones Act is a very controversial bill and the widening of the Panama Canal is probably part of the calculation for the Port of Corpus Christi, assuming of course that Congressman Farehtold’s proposed bill is supported by that port.  

As a final comment, for any of you who are not members but put value on the opportunity to closely interface with your customers and/or vendors in the steel trade and trade services side of our business, I would be more than happy to send you an application package and welcome you with open arms.  We all are tied to the international steel market and AIIS is the only steel-related trade association that openly and proudly supports and promotes open markets and free trade.  AIIS, through its predecessor organizations has been around since 1950 and of course part of our legacy is the Texas Association of Steel Importers.  We are proud of our heritage.  
 

I would be pleased to answer any questions you may have.  
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